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What’s Inside Manipulation of Collateral—Accounts Receivable
The Institute issued an exposure draft of busi­
ness valuation standards. The standards apply 
to AICPA members who provide valuation 
services in various engagements, including 
tax, M&As, litigation, and financial reporting. 
The comment period closes June 15, 2005.
3
CPAs can help clients and their lawyers avoid 
nine mistakes commonly made when trying to 
reach a divorce settlement.
Although the U.S. Organizational Sentencing 
Guidelines are now advisory rather than 
mandatory, companies with strong ethics and 
compliance programs have an advantage 
when accused of misconduct. Also, "The 
Seven Elements of an Effective Compliance 
Program" and resources to help strengthen 
these programs.
Business valuation continues to be a growth 
area for CPA firms. The Institute revamped its 
business valuation training programs to help 
practitioners gain or enhance their competen­
cy in this area.
FYI. . .
Full damage awards taxable; M&As return; 
Fraud in Audit Committee guidance;
Nonexpert expert witnesses; Free information 
about companies.
AICPA
By Robin L. Mayer, CPA
Some companies may manipulate ineligible accounts receivable to make them appear eligible to 
lending institutions. The following article outlines the key indicators of this misconduct to look for 
when analyzing accounts receivable. The article appeared in Forensic Matters,(Winter 2005), a 
newsletter published by New York-based Friedman LLP.
A company borrows money from a bank and pledges its accounts receivable as collateral against 
the loan. The collateral is then monitored and reported to the bank on a periodic basis in order 
that the bank can compare the amount of the loan against the amount of collateral.
Problems can arise if additional availability of funds is needed. A company's principals may 
attempt to manipulate the company's collateral, thus enabling the principals to borrow more 
money from a lending institution. Lenders are wary of the potential manipulation of collateral, 
which can come in the form of taking ineligible accounts receivable—that the bank would 
otherwise not lend against—and "massaging" them to appear as though they are eligible. Or, 
the company may attempt to fabricate documents that would "create" collateral that does not 
actually exist.
In an effort to monitor the collateral, the following are certain key indicators to look for when 
analyzing accounts receivable.
Prebilling. The bank analyst needs to determine if any items have been billed but not shipped. 
Unshipped items are considered inventory and not a sale. Since banks allow higher availability 
(borrowing) rates for receivables than for inventory, it is important to determine whether the com­
pany has controls in place to properly isolate when an item is inventory and when it is a sale, and, 
therefore, a receivable.
Altering bills of lading. Bills of lading, or proofs of shipment, are usually inspected by the bank 
analysts as evidence that goods were delivered as part of a sale. These bills of lading include the 
date of delivery and are typically signed by the customer. Often, when there are problems with 
shipments, such as shortages or damaged goods, the customer makes a notation directly on the 
bill of lading. These notations can potentially be altered on photocopies of bills of lading. Keep this 
in mind if photocopies are being inspected; original documentation may be crucial in uncovering 
such issues.
Re-aging. It is important to determine that the company is not "freshening" or re-aging the 
accounts receivable. Is the company issuing credit memos on older receivables and then issuing 
new invoices using a more recent invoice date? Banks typically do not consider older accounts 
receivable invoices to be eligible collateral. Careful analysis of accounts receivable aging category 
balances, credit memos, write-offs, current invoices and proofs of shipment would assist in 
detecting such re-aging.
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Editorial Advisers
Not issuing credits. The company may not 
be issuing credits to its customers against 
sales. If this occurs, the receivable would 
remain uncollected and would continue to age, 
and the bank would continue to lend against 
this eligible collateral. Eventually, the company 
may write the amount off. These older 
accounts receivable should be analyzed for 
their authenticity (for example, whether the 
invoices were for legitimate shipments).
Not recording credits in the books and 
records. Conversely, the company may issue 
credits to its customers but not record the 
credits in its books. As such, accounts receiv­
able would remain on the books, despite the 
company issuing an "off-the-books" credit to 
its customer. The bank would erroneously con­
sider that receivable to be collectible and 
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would allow the company to consider it to be 
eligible as collateral.
Dilution and Turnover
An analyst can use many tools to determine 
whether accounts receivable are being manip­
ulated. Two of the most important tools are 
dilution and turnover.
Dilution represents the amount or percentage 
of total accounts receivable that does not con­
vert to cash. Dilution can be affected by write­
offs, credit memos, and miscellaneous adjust­
ments to the receivable accounts. A compa­
ny's current dilution can be compared to his­
torical dilution within the company, as well as
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 AICPA Releases BV Standards
 Exposure Draft
The exposure period ends June 15, 2005. 
Submit comments to Bvstds@aicpa.org.
The American Institute of Certified Public 
Accountants (AICPA) today released for public 
exposure a draft of proposed Business 
Valuation Standards for comment by interested 
stakeholders. The proposed standards consist 
of guidelines for the development of valuation 
conclusions and reporting on the results. The 
standards would apply to AICPA members who 
perform valuation services in a variety of cir­
cumstances, including 
to normal dilution in the company's industry. 
High or inconsistent dilution can assist in iden­
tifying unusual amounts that artificially reduce 
accounts receivable without the collection of 
cash.
Turnover is a calculation which determines the 
number of days elapsed before accounts receiv­
able are collected. This calculation can assist in 
determining if the company is having collection 
problems. If, for example, a company extends 
30-day payment terms to its customers and 
accounts receivable turnover is calculated at 
74 days, the analyst can conclude that either 
customer cash collections are not deposited 
into the company's accounts, some customers 
have extended terms, or the company is experi­
encing difficulty with collections.
Corporate management can be quite creative 
in devising new schemes to defraud lenders. 
For nearly every countermeasure or level of 
due diligence the lender uses to monitor collat­
eral, a clever borrower will find new ways to 
circumvent the analyst's tools and successfully 
defraud the lender. Forensic accountants 
can play a pivotal role in assisting lenders in 
identifying and quantifying such misreporting 
by management. 
—Robin L. Mayer, CPA, is a manager in the 
Forensics Accounting Services Group of 
Friedman LLP (New York and Uniondale, 
NY, and East Hanover, NJ). She can be 
reached at rmayer@friedmanllp.com.
• Tax
• Mergers and acquisitions
• Litigation
• Financial reporting
Users of CPA valuation services are expected 
to benefit from these standards because they 
encourage consistency and disclosure in valua­
tion development and reporting. Once the stan­
dards are final, CPAs who are AICPA members 
will be required to comply with them when per­
forming a valuation engagement that reaches a 
conclusion of value or an indication of value.
Continued on next page
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The AICPA estimates that 25,000 CPAs currently
provide business valuation and forensic and liti­
gation services.
"Once finalized, the AICPA BV Standards will 
provide our members with a set of guidelines for 
valuation of a business, business ownership 
interest, security, or intangible asset and do so 
in the unique context of a CPA's practice" said 
Edward J. Dupke, CPA/ABV, chairman of the 
Business Valuation Standards Task Force of the 
AICPA Business Valuation Committee.
"Given the fact that an increasing number of 
CPAs are offering valuation services and that 
market demand for business valuations has 
experienced steady growth since the 1980s, the 
AICPA developed the proposed BV standards to 
improve the consistency and quality of practice 
among its members who perform BV engage­
ments," said Michael Crain, CPA/ABV, Chair of 
the AICPA BV Committee.
For further information about the AICPA's draft 
Business Valuation Standards, please visit 
www.aicpa.org/BVFLS. For information about 
the AICPA Business Valuation and Forensic &  
Litigation Services Membership Section and its 
Accredited in Business Valuation (ABV) creden­
tial, please visit www.aicpa.org/BVFLS and 
select the "Membership" tab. 
Letters to 
the Editor
Focus encourages readers to write 
letters on business valuation, foren­
sic, and litigation consulting servic­
es issues and on published articles. 
Please remember to include your 
name and telephone and fax num­
bers. Send your letters by e-mail to 
wmoran@aicpa.org.
I Nine Common Financial Errors in Divorce
By William J. Barnes, CPA, CFP, CDFA, MST
Divorces can be stressful for all involved. CPAs 
can help clients and their lawyers to relieve this 
stress by making sure they avoid errors that the 
parties to the divorce often make.
Individuals make several common mistakes 
when going through a divorce. With all the 
stress involved in such a difficult process, some 
important steps are missed because clients and 
sometimes attorneys lack understanding of rele­
vant regulations. CPAs engaged to assist in a 
divorce case can help to ensure that clients and 
attorneys do not overlook these details. The fol­
lowing nine errors are very commonly made in 
divorce cases.
marital property rights for the benefit of a 
spouse, former spouse, child, or other depend­
ent. According to the Employee Retirement 
Income Security Act of 1974 (ERISA) and the 
Internal Revenue Code (IRC) a QDRO is needed 
to assign pension interests. The QDRO tells the 
plan administrator which amount (percentage or 
dollar) is to be given to the non-participant 
spouse pursuant to the divorce. Not all company 
plans allow for a QDRO. The pension plan takes 
precedence over the court ruling. The plan docu­
ment needs to be reviewed to determine how 
the company handles a division of the retire­
ment assets in a divorce proceeding. An attor­
ney or someone who specializes in QDROs 
should prepare the QDRO. Issues to be consid­
ered are the death of either party, having the 
QDRO approved before the divorce is final, and 
early retirement.
3. Not understanding Internal Revenue Code 
section 72(t)(2)(C)
IRC section 72(t)(2)(C) allows a distribution to a 
non-employee spouse (under the age of 59 1/2) 
from a qualified plan without incurring the usual 
10 percent penalty. If the funds are transferred 
to the non-employee spouse's IRA and then a 
distribution is made, it will be subject to the 10 
percent penalty. In both situations the distribu­
tions are taxable.
Consider the situation of Paula, age 49, who is 
awarded one-half of Bill's 401 (k), which is worth 
$500,000. Paula needs cash to pay her attorney 
and make some home improvements. She rolls
Continued on next page
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Consulting Services Section
1. Lack of communication about 
financial matters
Trying to find personal financial information can 
be difficult. Often, the spouse with the most 
financial expertise will hide documents or fail to 
disclose information to get an upper hand in the 
divorce proceeding. Consequently, time and 
money is spent because attorneys have to get 
involved. Couples who are forthcoming with all 
the financial information often find that their 
divorce is resolved more quickly and with lower 
legal fees.
2. Not understanding the purpose of a QDRO
The Qualified Domestic Relations Order (QDRO) 
is an order from the court that relates to the pro­
vision of child support, alimony payments, or 
Continued from page 3
An Overview 
of QDROs
If your clients are in the process of 
divorce, but are unaware of qualified 
domestic relations orders (QDROs) and 
how they're affected by them, direct 
them to the Web site of the U.S.
Department of Labor-Employee Benefits 
Security Administration. The DOL offers 
an overview of QDROs, including fre­
quently asked questions. The overview 
can be accessed at www.dol/ebsa/ 
publications/qdros. html.
her half, $250,000, into her IRA. She then takes 
a distribution of $80,000. The $80,000 is subject 
to tax and subject to the 10 percent penalty. Had 
she taken a direct distribution from the 401 (k), 
before the rollover, she would not have been 
subject to the 10 percent penalty. The timing of 
the distribution cost her $8,000.
4. Front loading alimony
IRC section 71(f) provides that if maintenance 
(alimony) is more than $15,000 per year, and 
the payer of the maintenance wants to deduct 
the complete amount of maintenance, mainte­
nance needs to be paid for at least three years. 
However, if the maintenance drops by more than 
$15,000 from one year to the next during the 
first three years, there will be tax recapture on 
the excess.
5. Not protecting alimony
Since alimony usually ends with the death of the 
payer it is a good idea to cover the stream of 
payments with life insurance on the life of the 
payer. This should be part of the final divorce 
settlement. The person receiving the alimony 
should own the policy and make the premium 
payments. This prevents any changes in the poli­
cy without their knowledge.
6. Failing to understand the link between 
alimony and child support
IRC section 71(c)(1) provides that alimony can't 
end or change within six months before or after 
the date at which the child reaches ages 18, 
21, or the age of emancipation in their state. If 
any amount of the alimony specified in the 
divorce decree is reduced upon the happening 
of any contingency related to the child or at a 
time that can be clearly associated with a con­
tingency related to the child, then the amount 
of the reduction will be treated as child support, 
rather than deductible alimony, from the start.
For example, Bill and Bonnie Sharp's marital 
agreement provides that Bill is to pay Bonnie 
$2,000 per month in alimony, which will be 
reduced by $1,000 when their son graduates 
from high school at the age of 18. Only $1,000 of 
the $2,000 will qualify as deductible alimony.
7. Assuming that maintaining a home is 
financially feasible
Many divorced women and men rely on alimo­
ny to support a large house payment. It may 
not always make sense for either party to keep 
the house. In some situations, it may make 
more financial sense to sell the home before 
the divorce is final. Attorneys and other advis­
ers should take a close look at this topic before 
suggesting a course of action.
8. Ignoring the basis in property
It is important to consider the tax basis in prop­
erty. If an individual involved in a divorce case 
keeps a home with a low basis and then later 
sells the home, that person could lose out on 
significant tax benefits. For example, Debbie 
kept the marital home in a divorce. The home 
had a $100,000 basis and it was worth 
$600,000. One year later Debbie decided she 
could no longer afford the home and sold it for 
$600,000. She was able to exclude $250,000 of 
the $500,000 gain on her tax return. She paid 
$37,500 of taxes on the sale. Had she realized 
that she couldn't really afford the home after 
the divorce and sold the home before the 
divorce was final, she and her husband could 
have excluded $500,000 of the gain and paid 
no tax on the sale.
9. Failing to consult with a divorce consultant 
Financial professionals, CPAs, attorneys, and 
CDFAs (certified divorce financial analysts), are 
trained in the financial aspects of divorce. They 
are trained in the tax aspects and are capable of 
explaining the long-term financial results of any 
given settlement. When attorneys or divorcing 
parties have any questions regarding their finan­
cial matters, it may be helpful to consult an 
expert in one of these fields.
Going Forward
Statistics show that divorce is part of our soci­
ety: There are approximately 1.4 million 
divorces per year. Those involved face numer­
ous financial challenges that professionals can 
help them overcome. 
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Helping Clients Create a Culture 
of Compliance
Although the revised U.S. Organizational 
Sentencing Guidelines are now advisory rather 
than mandatory, companies with strong ethics 
and compliance programs will have an advan­
tage if accused of misconduct.
The business media widely reported and dis­
cussed the Supreme Court decision in United 
States v. Booker (January 2005), which 
changed the status of the U.S. Organizational 
Sentencing Guidelines, from mandatory to 
advisory. "Booker's recipe of heavy judicial 
reliance leavened by discretion arguably pro­
vides even greater potential incentives for 
companies to develop effective compliance 
and ethics programs," says Ronald E. 
Berenbeim, director of The Conference Board's 
Working Group on Global Business Ethics 
Principles in the March 2005 Executive Action. 
Despite the change in status, Berenbeim 
believes that "judges will continue to rely heav- 
ly on the guidelines." He cites a decision sub­
sequent to Booker by U.S. District Judge Paul 
G. Cassell: "In all future sentencing, the court 
will give heavy weight to the Guidelines in 
determining an appropriate sentence.... The 
court will only depart from those Guidelines in 
unusual cases for clearly identifiable and per­
suasive reasons."
The guidelines were introduced in 1991. A later 
revision became effective November 1, 2004, 
incorporating changes recommended by an ad 
hoc advisory group comprising in-house com­
pliance professionals, academics, and former 
federal law enforcement officers. In its review 
of the 1991 guidelines, the group focused on 
seven elements of an effective compliance pro­
gram (see below, "The Seven Elements of an 
Effective Compliance Program").
The 2004 revisions go beyond the 1991 guide­
lines in that they expect companies to estab­
lish a culture of compliance by increasing 
board involvement, risk assessment, and 
compliance and ethics training at all levels 
of the organization.
In recent years, corporate misconduct has 
focused on questionable ethical behavior, espe­
cially in public companies. Consequently, some 
companies are implementing a zero tolerance 
policy when it comes to dubious ethical behav­
ior. Increasingly, even a hint of impropriety has 
been enough reason to let top executives go.
Regardless of whether a company is public or 
closely held, ultimately, owners and senior 
management bear responsibility when miscon-
Continued on next page
The Seven Elements 
of an Effective  
Compliance Program
1. Develop compliance standards and proce­
dures tailored to the company's business 
needs.
2. Designate high-level personnel to oversee 
compliance.
3. Avoid delegating substantial discretionary 
authority to employees with a propensity 
for illegal conduct.
4. Educate employees in the company's stan­
dards and procedures through publications 
and training.
5. Design a compliance system that includes 
auditing and monitoring procedures and 
mechanisms that encourage employees to 
report potential violations.
6. Enforce standards through appropriate and
7. Report all violations and take appropriate 
steps to improve the program.
Source: Jeffrey M. Kaplan, Linda S. Dakin, 
and Melinda R. Smolin, ''Living with the 
Organizational Sentencing Guidelines."
Copyright © 1993, by The Regents of the 
University of California. Reprinted from the 
California Management Review, Vol. 36, No. 1.
By permission of The Regents.
Resources for 
Strengthening 
Ethics and 
Compliance 
Programs
AICPA Antifraud ft Corporate 
Responsibility Resource Center
This Web site offers extensive 
resources for preventing and investi­
gating fraud, including case studies 
and commentaries on fraud in business 
and industry. Go to www.aicpa.org and 
click on "Antifraud Resource Center" in 
the left hand column.
Corporate Compliance Principles
This publication of the Denver-based 
National Center for Preventive law 
offers guidance for establishing 
compliance programs. Go to: 
http://www.preventivelawyer. org/ 
content/pdfs/corporate.pdf
"Fraud Hotlines: Preventive
Warning Systems"
The Sarbanes-Oxley Act of 2002 
requires companies to provide employ­
ees a mechanism for reporting miscon­
duct. This article in the November 
2003 The Practicing CPA discusses the 
issues associated with this regulation.
You'll find it at:
http://www. aicpa. org/pubs/tpcpa/ 
nov2003/fraud.htm
"Practice Opportunity: Moving 
Clients from Compliance to Business 
Ethics Programs"
A discussion of moving beyond compli­
ance to creating a culture of ethical 
behavior in CPA Consultant, January- 
April, 2000.
Consulting Services Section
Continued from previous page
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duct occurs. When charged by employees or 
agents outside the company that the company 
fostered misconduct, its defense is bolstered if 
it has in place a program designed to prevent 
such misconduct. The risk of not having a 
program in place relates not only to fraud, but 
also to other areas of potential misconduct. 
In relation to sexual harassment claims, for 
example, the existence of policies and proce­
 AICPA Business Valuation Essentials
Information on 
the ABV 
Credential
The 2005 ABV examination win­
dows are June 20 to 30 and 
November 14 to December 17, 
offered through Prometrics testing 
centers throughout the United 
States. For more information on 
the ABV examination and require­
ments for registration, as well as 
for information generally on the 
ABV credential and its benefits, 
visit www/aicpa.org.bvfls and click 
on the Membership tab.
Litigation 
and Forensic 
Services Rank 
High Too
Ron Seigneur notes that in 
Accounting Today's list of 29 
"Top niche services" litigation 
support ranked third at 69% and 
forensics/fraud ranked ninth at 56% 
among the growth areas where CPA 
firms are increasing their business.
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Cutting Edge Training for Business 
Appraisal Services
By Ronald L. Seigneur, CPA/ABV
Have you been considering which business 
valuation training to attend in order to begin or 
enhance the services you provide in this grow­
ing practice niche? Business valuation contin­
ues to be a growth area in CPA firms, as is evi­
denced in the Accounting Today's "Top 100 
Firms" supplement (March 14-April 3, 2005). 
Business valuation headed the list of "Top niche 
services" with 89% of the firms indicating an 
increase in this area, up from 72% last year.
A New, Flexible Program
To enhance members' competency in this area, 
the AICPA launched its new 2005 Business 
Valuation Essentials (BVE) educational program 
to provide fundamental training for practition­
ers interested in adding or enhancing business 
appraisal services. This fully redesigned six- 
day curriculum signals the return by the AICPA 
to a more flexible program structure wherein 
each day of the overall BVE curriculum stands 
on its own and can be scheduled individually 
or bundled together in multiple days, depend­
ing on the preferences of the state society 
sponsors and their constituents who will be 
interested in attending. Each module will be 
taught by a nationally recognized discussion 
leader from a carefully selected team of indi­
viduals who have been screened for their 
knowledge and presentation skills.
BVE1 through BVE6 have been constructed to 
cover the business valuation body of knowl­
edge used to develop the examination for the 
Accredited in Business Valuation ("ABV") cre­
dential, now held by more than 1,700 CPAs 
nationally. BVECS is a one-day case study 
dures to prevent such harassment strengthens 
a company's defense.
The U. S. Organizational Sentencing Guidelines 
clearly indicate that lack of formal programs to 
foster ethical business conduct will probably 
increase the fines and sanctions imposed on a 
company found to be liable.  
course with 74 exercises built around a con­
struction company valuation report and analy­
sis. This final leg of the BVE series offers an 
excellent capstone to the first five days of 
training. The BVE course in its entirety is rec­
ommended training in advance of taking the 
ABV exam review course (ABVE), a two-day 
program scheduled in various locations around 
the country roughly four to eight weeks before 
each ABV examination window.
The BVE program was developed by James R. 
Hitchner, CPA/ABV, ASA, based on the 1000- 
plus page Financial Valuation: Applications and 
Models (FVAM) textbook published by John 
Wiley & Sons in 2003. Mr. Hitchner, the editor 
and a co-author of this highly regarded treatise 
on business appraisal science, has adapted the 
book for this course. The accompanying FVAM 
workbook, authored by Mr. Hitchner and 
Michael Mard, CPA/ABV, ASA, is used with 
specific application to the last module, BVECS, 
which assists practitioners to apply what they 
have learned in practice. The FVAM textbook is 
a collaborative effort of 25 highly visible and 
well respected valuation professionals, 21 of 
whom hold the ABV credential.
The ABV credential is widely recognized as a 
premier designation for CPAs within the field of 
business valuation engagements and related 
practice areas of litigation support, economic 
damage assessments, and forensic accounting.
Course Descriptions 
and Schedule
More specific information is available at 
www/aicpa.org.bvfls/events. Click on the 
"Events" tab to find course descriptions, 
including course objectives and highlights, 
along with a schedule of courses, including 
instructors. 
High Court Rules Full 
Damage Awards 
Taxable
The Supreme Court ruled that the 
plaintiff who settled an employment 
discrimination dispute with the 
California Department of Education is 
liable for taxes on the full amount of a 
$464,000 settlement. Contingent fees, 
in this case $150,000 to the attorney, 
are not excludable. The justices over­
turned 8-0 (Chief Justice William H. 
Rehnquist did not participate) deci­
sions by federal appeals courts in San 
Francisco and Cincinnati, which 
rejected the position of the Internal 
Revenue Service that all economic 
gain is taxable to the person who 
earned it, unless specifically exempt­
ed by Congress.
However, in November, the American 
Jobs Creation Act of 2004, was enact­
ed, which allows taxpayers to deduct 
'Lawyers' fees and court costs "in con­
nection with any action involving a 
claim of unlawful discrimination.”
The Return of M&As
An improving economy will positively 
affect merger and acquisition (M&A) 
activity in 2005, according to a survey 
recently conducted by KPMG. Here 
are other findings based on 112 
responses:
• M&As affect a company's stock 
price positively, say 50% of respon­
dents, but 34% say the impact is 
negative.
• The biggest M&A tax challenges: 
hidden liabilities (58%); compliance 
with changing tax laws (17%); inte­
gration with the tax department 
(14%); and prior acquisition plan­
ning (13%).
• The most active industries in M&A: 
high technology (16%); financial 
services (16%); health care (15%); 
telecommunications (I3%); con­
sumer products and services (11%); 
and energy and power (10%).
• Most respondents (83%) said most 
of their time in M&A activity in 
2004 was taken up by deal struc­
turing (48%) and due diligence 
transactions (35%).
• Transaction values: 47% of respon­
dents expect this year's transac­
tions to be between $50 million and 
$500 million; 49% expect a transac­
tion value lower than $50 million.
AICPA Addresses 
Fraud in Audit 
Committee Guidance
As part of its ongoing fraud-preven­
tion program, the Institute issued 
guidance to help U.S. audit commit­
tees to understand one of the most 
significant fraud risks: management 
override of internal controls.
The guidance, Management Override 
of Internal Controls: The Achilles' 
Heel of Fraud Prevention—The Audit 
Committee and Oversight of Financial 
Reporting, is available free of charge 
and may be found on the Audit 
Committee Effectiveness Center 
page of the AICPA Web site: 
www. aicpa. org/audcommcrt.
One of the most common examples of 
management override is fictitious jour­
nal entries that overstate revenues or 
understate expenses. Usually, the CFO 
and controller are the architects of the 
fraud. Lower-level accounting employ­
ees may be intimidated or unaware 
accomplices. In most instances, the 
fraud is intended to be a temporary 
solution to a missed earnings target. 
One false financial report, however, 
invariably leads to another, and may 
result in the collapse of the company. 
According to the Association of 
Certified Fraud Examiners, the average 
length of time from inception of a 
financial-statement fraud to its detec­
tion is 25 months.
Six key actions the audit committee 
should consider are:
1. Maintaining skepticism.
2. Strengthening audit committee 
understanding of the business.
3. Brainstorming to identify fraud 
risks.
4. Using the code of conduct to 
assess financial reporting culture.
5. Ensuring the entity cultivates a vig­
orous whistleblower program.
6. Developing a broad information 
and feedback network.
These actions are discussed in more 
detail in Management Override of 
Internal Controls. In addition, the 
AICPA has produced Anonymous 
Submission of Suspected Wrongdoing 
(Whistleblowers)—Issues for Audit 
Committees to Consider, which is 
also available at www.aicpa.org/ 
audcommctr. Also, in 2004, the 
Institute issued an Audit Committee 
Toolkit, which provides best practices 
for audit committee members. The 
Institute also sponsors the Audit 
Committee Matching System, which 
helps organizations find CPAs with rel­
evant knowledge and experience to 
serve on their audit committees.
Nonexpert Expert 
Witnesses
Many attorneys are engaging, as 
expert witnesses, "lay" people who 
have acquired their expertise in the 
"school of hard knocks" rather than 
through learning and focused experi­
ence. Take, for example, the case 
described by Tresa Baidas in an arti­
cle in The National Law Journal 
(March 24, 2005). In the case, attor­
ney Steven Goldstein of Goldstein & 
Avrutine, New York, used as an expert 
witness a truck driver who delivered 
oil to a neighborhood for 25 years. 
The case was a products liability law­
suit involving an oil spill.
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" To get an expert 
who won't fall
apart under 
cross-examina­
tion, lawyers 
need to pay the 
price.
The opposing side engaged metallurgists with 
science degrees as their expert witnesses.
The case was settled in favor of Goldstein's 
client. Goldstein attributed the successful out­
come to the jury's willingness to accept the 
truck driver's testimony: "The use of the nonpro­
fessional person who actually performs work 
within a particular field as his vocation is far 
more compelling and believable and credible to a 
jury than someone who comes from MIT with 14 
degrees and some initials after his name."
In addition, the nonprofessional expert is usually 
cheaper. Baidas reports that many lawyers 
say the costs of hiring expert witnesses have 
increased by 25 percent in the last two or three 
years. Not everyone agrees, however, that 
attorneys should hunt for bargain prices when 
seeking an expert witness. The obvious risk is 
the lay expert's ability to take the heat of cross- 
examination, according to Nabil Zurmout, a for­
mer trial attorney and president of Experts.com, 
an online directory of legal experts. To get an 
expert who won't fall apart under cross-exami­
nation, Zurmout says, lawyers need to pay the 
price. Zurmout also faults lawyers' not working 
effectively with experts as one of the reasons 
for the increasing costs.
Need information about 
particular companies?
Go to Fast Companies Database http:// 
fcke.fastcompany.com. On this page you can 
browse or search the full text of back issues 
of Fast Company for articles that mention a 
particular company.
The site is free and helps users find lesser 
known profiles and facts on public and private 
companies, especially high technology compa­
nies and future-oriented firms that you might 
not find in other sources. In addition to search­
ing Fast Company's past issues by company 
name, you can also screen your search by loca­
tion and industry.
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